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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois

ACCOUNTING PRINCIPLES
BOARD STATEMENTS

counting principles for acceptance at this time
but that, after a period of exposure and con
sideration, some of the specific recommenda
tions in these studies may prove acceptable to
the Board while others may not. The Board
stated that it would await the results of this
exposure and consideration before taking
further action on these studies.
A very active subcommittee of the Board
is presently working on a document referred
to as “Fundamentals” which deals with many
of the matters covered in these two research
studies.

In June 1969 the Accounting Principles
Board issued its third statement. It is entitled
Financial Statements Restated For General
Price-Level Changes. Statements of the Ac
counting Principles Board differ from Opinions
of the Board in that they are issued when it
appears that preliminary analyses or observa
tions on accounting matters should be issued
in advance of research and study by the
Board.1 They appear to deal with long-range
accounting concerns requiring experimenta
tion for resolution, rather than accounting con
cerns which can be resolved on the basis of
existing experience.

Statement No. 2

The second statement of the Board issued
in September 1967 is entitled Disclosure of
Supplemental Financial Information by Di
versified Companies. In this statement the
Board urges diversified companies to review
their own circumstances carefully and ob
jectively with a view toward disclosing volun
tarily supplemental financial information as to
industry segments of the business.
It states that an increasing trend by diversi
fied companies to disclose such information is
now evident and lists the following specific
examples of supplemental disclosures:
(a) Revenues by industry activity or by
type of customer
(b) Revenues and profits by separable
industry segments
(c) Separate financial statements of seg
ments of the business which operate
autonomously and employ distinctly
different types of capital structure,
such as insurance or bank subsid
iaries of merchandising or manufac
turing companies
(d) Revenues by type of industry ac
tivity and type of customer, together
with a general indication of the
profitability of each category
(e) Information that the operations of a
segment of the enterprise are result
ing in a loss, with or without dis
closure of the amount of such loss.

Statement No. 1
The first statement of the Board issued in
April 1962 contained comments on Accounting
Research Study No. 1, The Basic Postulates of
Accounting, by Maurice Moonitz and Account
ing Research Study No. 3, A Tentative Set of
Broad Accounting Principles for Business En
terprises, by Robert T. Sprouse and Maurice
Moonitz. (Accounting Research Studies are
not statements of the Accounting Principles
Board or of the Institute but are published
for the purpose of stimulating discussion on
important accounting matters.) In this state
ment the Board stated that it (1) feels that
there is ample room for improvement in
present generally accepted accounting prin
ciples and a need to narrow or eliminate areas
of difference which now exist and (2) hopes
the studies will stimulate constructive com
ment and discussion in the areas of the basic
postulates and the broad principles of account
ing.
It also indicated that accounting principles
and practices should be adapted to meet
changing times and conditions, and, therefore,
there should be experimentation with new
principles and new forms of reporting to meet
these conditions. The Board said, however, that
while these studies are a valuable contribution
to accounting thinking, they are too radically
different from present generally accepted ac
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In conclusion the Board states its belief that
the experience derived from voluntary dis
closure efforts, together with the conclusions
to be derived from research activities and
further study, should provide it with a sound
basis for making a definitive pronouncement
in the future on the need for, and extent of
disclosure of, supplemental financial informa
tion by diversified companies.
The Securities and Exchange Commission
has amended its regulations for the filing of
Forms S-1, S-7, and 10 to require in the fore
parts of the reports, but not in the financial
statements reported upon by the independent
certified public accountants, disclosure of sales
and revenues and income before income taxes
and extraordinary items by lines of business
(limited to 10 lines) which have contributed
specified percentages of total amounts. For
companies with total sales and revenues over
$50 million, the proportion will be 10 percent;
for smaller companies, 15 percent. Similar dis
closure is also required with respect to any line
of business which resulted in a loss of 10 per
cent or more (15 percent or more for smaller
companies).
The amendments state that if it is imprac
ticable to state the contributions to income
(or loss) before income taxes and extraordinary
items for any line of business, the contribution
thereof to the results of operations most closely
approaching such income, together with a brief
explanation of the reasons why it is not prac
ticable to state the contribution to such in
come or loss, should be given. Similar amend
ments to Form 10K were proposed in Septem
ber 1969.

Statement No. 3
In its third statement, Financial Statements
Restated For General Price-Level Changes,
the Board explains the effects on business en
terprises and their financial statements of
changes in the general purchasing power of
money, describes the basic nature of financial
statements restated for general price-level
changes (“general prive-level financial state
ments”), and gives general guidance on how
to prepare and present these financial state
ments. The Board states that the statement is
an expansion of the ideas in Chapter 9A of
Accounting Research Bulletin 43. It also states
that a more detailed discussion of general
price-level financial statements is found in
Accounting Research Study No. 6, “Reporting
the Financial Effects of Price-Level Changes,”
by the Staff of the Accounting Research Divi
sion, American Institute of Certified Public
Accountants, 1963.
In this statement the Board describes gen
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eral price-level financial statements as those
which take into account changes in the gen
eral purchasing power of money. It indicates
that these changes are now ignored in prepar
ing financial statements in the United States
which for convenience may be referred to as
“historical-dollar financial statements.”
In historical-dollar financial statements the
Board states that the individual asset, liability,
stockholders’ equity, revenue, expense, gain,
and loss items are stated in terms of dollars of
the period in which these items originated;
whereas, in general price-level statements the
unit of measure is defined in terms of a single
specified amount of purchasing power—the
general purchasing power of the dollar at a
specified date. Thus, dollars which represent
the same amount of general purchasing power
are used in general price-level statements
whereas dollars which represent diverse
amounts of general purchasing power are used
in historical-dollar statements.
The cost principle on which historical-dollar
statements are based is also the basis of gen
eral price-level statements. The Board also
states that (1) in general, amounts shown at
historical cost in historical-dollar statements are
shown in general price-level statements at
historical cost restated for changes in the gen
eral purchasing power of the dollar; (2) the
amount may be restated, but it still represents
cost and not a current value; (3) the process
of restating historical costs in terms of a speci
fied amount of general purchasing power does
not introduce any factors other than general
price-level changes; and (4) the amounts
shown in general price-level financial state
ments are not intended to represent appraisal
values, replacement costs, or any other measure
of current value.
In Statement No. 3 the Board states its belief
that general price-level financial statements, or
pertinent information extracted from them,
present useful information not available from
basic historical-dollar financial statements and
that general price-level information may be
presented in addition to the basic historicaldollar financial statements. However, it reports
that general price-level financial statements
should not be presented as the basic state
ments. The Board believes that general price
level information is not required at this time
for fair presentation of financial position and
results of operations in conformity with gen
erally accepted accounting principles in the
United States.
The Board’s position is that it recognizes
that the degree of inflation or deflation in an
economy may become so great that conven
tional statements lose much of their signifi

cance and general price-level statements clear
ly become more meaningful, and that some
countries (not the U.S.) have experienced this
degree of inflation in recent years. Although
this conclusion is obvious with respect to some
countries, the Board has not determined the
degree of inflation or deflation at which gen
eral price-level statements clearly become more
meaningful.
In this statement the Board indicates that
general price-level statements reported in the
local currency of those countries where infla
tion or deflation in the economy has become
so great that conventional statements lose
much of their significance are in that respect
in conformity with accounting principles gen
erally accepted in the United States, and that
they preferably should be presented as the

basic foreign currency financial statements of
companies operating in those countries when
the statements are intended for readers in the
United States. The Board’s recommendation
applies only to statements prepared in the cur
rency of the country in which the operations
reported on are conducted. Only conventional
statements of foreign subsidiaries should be
used to prepare historical-dollar consolidated
statements.'
Prior to issuing Statement No. 3, the Board
authorized a field test by 18 United States
companies of the general price-level principles
contained in it. The results of this field test are
detailed in an article by Paul Rosenfield, a
project manager in the American Institute of
CPA’s Accounting Research Division, in the
June 1969 issue of the Journal of Accountancy.

SOME OBSERVATIONS ON INCOME TAX-GREAT BRITAIN STYLE
Income Other Than Wages
(Continued from page 12)
basic information about dependents and de
A further difference between the P.A.Y.E.
ductions, i.e., his code number, is brought by system of England and the withholding system
the employee to his new employer. In his next of the United States is the types of income for
pay, the employee actually might receive a tax which it operates. In England, tax is deducted
refund—especially if he has not worked for a at source (at the standard rate of 41.25%)
considerable period. Alternatively, he might from corporate dividends, interest payments,
apply to the Inland Revenue Service and re annuities, and many other annual payments.
ceive a refund while he is not working. This When the recipient is a person exempt from
situation can also arise if there are periods of tax or subject to tax at a lower rate on this
unpaid absence when the same job has been income, he is entitled to a refund. In these
held all year.
cases he makes a claim for repayment which
can be made at any time within six years after
Settlement with the Government
the end of the tax year.
Many British people have only salaries and
wages income; if the P.A.Y.E. system is op Interest on Mortgages
Similarly, when a taxpayer is paying mort
erating properly, they neither owe tax at the
end of the tax year nor do they have a refund gage interest, other than to a building society
coming. It places the emphasis on the exemp (mortgage company with special tax status in
tion form presented to the Inland Revenue England), the taxpayer may deduct income tax
Service, not on the tax return as we know it in at the standard rate from his payment. This is
the United States. Some British taxpayers have the method by which he gets tax relief for the
not filed a tax return for five or six years. This interest payment. He does not deduct the in
system also deemphasizes the individual re terest from his tax return, nor does he pay the
sponsibility for paying the tax, and places the tax he had withheld from his payment to the
burden on the employer; the employer can be government. However, if he does not have
held liable for any tax he has failed to collect. enough income at the standard tax rate to
At the end of the tax year, when the tax cover the amount of mortgage interest paid, he
office receives all of the tax deduction cards will have to make an adjustment payment to
from the employers, the tax is checked. If the the government. Other payments on which a
amount deducted was correct, no action is taxpayer withholds tax from the payment in
taken. If insufficient tax has been paid, a this manner are rents and royalties for use and
formal notice of assessment will be sent to the exploitation of sand and gravel quarries and
taxpayer. All taxpayers, whether or not they brickfields; payments under a deed of covenant
(an example would be a payment to charity);
receive such a formal assessment, have the
right to request an assessment showing how separate maintenance payments and alimony.
their tax was computed in any given year, as
Much of the material in this article is based on Daily
long as the request is made within five years Mail
Income Tax Guide, 1968-69 and 1969-70; Percy F.
following the end of the current tax year.
Hughes, Editor; Associated Newspapers Limited, London.
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